Abstract
INTRODUCTION
The consequences of the separation of investors and managers has been a key focus of corporate governance since its inception, but in the end we still don't have a solution for this dilemma. The discrepancy of interests between the managers seeking personal benefits instead of company's and shareholder's wellbeing ultimately ends in an everlasting state of control and monitoring of the agent on behalf of the principal.
Ownership concentration can help mitigate the principal agent dilemma, because large blockholders usually tend to monitor and control managers closely, but this can lead to a potential risk. If the majority shareholders engage in a dominant behavior, minority shareholders suffer. The influence of large shareholders on a company performance is a potential trade-off between the monitoring effect and expropriation effect of a concentrated ownership.
The aim of this paper is to provide additional cross-country empirical testing regarding the relationship between shareholder ownership and company performance as recommended by Wang and Shailer (2015) . We use a sample of 497 large Central and Eastern European (CEE) companies to provide additional insight into the inner-workings of the specific economic and institutional environment in CEE countries and try to emphasize the role and importance of ownership in this particular environment.
Our results indicate that only state and foreign ownership can influence performance, while individual and widely held ownership do not influence performance in large CEE companies. We find that state controlled companies tend to underperform, while foreign ownership seems to be beneficial. This suggests that ownership can be used as a substitute for missing good governance institutions, in such a specific environment as CEE countries.
The rest of this paper is organized as follows: the second part gives insight into the theoretical considerations, third section presents the data and preliminary analysis, fourth section marks the methodology, fifth section marks empirical results and sixth part concludes.
LITERATURE REVIEW
Ownership concentration is one of the key corporate governance mechanisms that can help mitigate agency problems that arise from the separation of ownership and control. Concentrated ownership allows large blockholders to control a company according to their own interests, but the influence they have on firm value or performance is up to debate. Shleifer and Vishny (1986) consider that ownership concentration can positively influence firm value and performance because blockholders tend to closely monitor the company's managers, but Stulz (1988) and Johnson et al. (2000) argue that it can also be detrimental because blockholders can use their control to sidetrack assets and profits out of the firm. The potential detrimental effect of blockholders can lead to a lower corporate value as Claessens et al. (2002) found for East Asian firms or La Porta et al. (2002) for developed economies and Lins (2003) in all emerging markets. Ultimately, Filatotchev et al. (2013) argues that the influence of large shareholders on a company performance is a potential trade-off between the monitoring effect and expropriation effect of concentrated ownership.
La Porta et al. (2002) in a cross-country study found that high levels of concentration are found typically in countries with weak legal protection of investors as a mean to counter the weak institutional environment. This high level of concentration according to Boubakri et al. (2005) can help mitigate the flaws in the legal and institutional environment but raise other issues regarding blockholders abuse and minority shareholders rights.
CEE countries are a particular category of emerging markets due to the specific economic, institutional and legal environment they operate in, which can be attributed to the radical changes imposed by the transition from planned economy to market economy. Due to the characteristics of the corporate environment, testing the relationship between ownership concentration, blockholder type and company performance or value has led to inconsistent results in CEE countries.
When assessing the influence of ownership concentration on company performance in CEE, we find a positive influence of large shareholders in studies like Earle et al. (2005) for listed companies on Budapest Stock Exchange, or in Gugler et al. (2014) who indicates the beneficial effect of individual ownership on performance in a cross-country study for publicly listed CEE companies. We also find a negative influence of ownership concentration in studies such as Atanasov (2005) , Vintilă et al. (2014) or Wang and Shailer (2015) . According to Atanasov (2005) in Bulgaria the majority shareholders prefer expropriation tendency rather and adding value through monitoring, which reduces the trade price of majority owned companies by up to 60%. In Romania the results of Vintilă et al. (2014) indicate a nonlinear relationship between ownership concentration for listed companies on the Bucharest Stock Exchange. This points out that ownership concentration can either be beneficial or detrimental in Romania. Wang and Shailer (2015) in a crosscountry emerging markets meta-analysis finds a negative effect of ownership concentration on company performance in all emerging markets. They consider that the main causes for the miss-matching results in all the emerging markets are due to model choices and the improper treatment of endogeneity.
More issues arise when considering the nature of the controlling shareholders, because empirical results are once again inconsistent in each of the major controlling shareholders types: individual, state, foreign or widely held companies. As far as individual ownership Gugler et al. (2014) finds a positive relationship between performance and individual ownership in CEE countries. They consider individual ownership as a powerful mechanism against the flaws in the institutional environment of CEE countries improving performance. Meanwhile Kowalewski et al. (2010) found a potential indirect U shaped relationship between performance and family ownership in listed companies from Poland. Also the cross-country meta-analysis results of Wagner et al. (2015) indicate a positive influence of individual-family ownership on company performance in all emerging markets. They argue that despite major differences between legal and institutional environment individual-family ownership is beneficial to company performance in all the emerging markets. State ownership is generally accepted as being detrimental according to the study of Estrin et al. (2009) and the recent study of Gugler et al. (2014) who indicates that state companies tend to underperform similar companies in CEE countries mainly due to the poor institutional environment. Foreign ownership is considered to be beneficial by Villalonga and Amit (2009) in CEE countries because foreign ownership increases performance after a successful privatization, but the results from Vintilă et al. (2014) indicate a nonlinear connection between performance and foreign ownership while Gugler et al. (2014) found inconclusive results with respect to the influence of foreign ownership on company performance. Widely held firms are a rare occurrence in the CEE market and their influence on performance are largely unknown according to Gugler et al. (2014) .
Considering the influence of ownership concentration and the nature of the controlling shareholder, the main hypothesis of this article are:
H 1 : Not all types of blockholders ownership influences company performance in large Eastern-European companies.
H 2 : Individual ownership has a positive effect on company performance in large Eastern-European companies.
H 3 : State ownership has a negative effect on company performance in large EasternEuropean companies.
H 4 : Foreign ownership has a positive effect on company performance in large EasternEuropean companies.
DATA

Sample composition
The data used in this analysis is made up from a sample of 497 large listed and private companies from Central and Eastern Europe namely from: Bosnia and Herzegovina, Bulgaria, Croatia, Czech Republic, Estonia, Hungary, Latvia, Lithuania, Moldova, Poland, Romania, Serbia, Slovakia and Slovenia. The source of the data is Bureau van Dijk Orbis database. The main filtering criteria used in selecting the sample were region, large company in 2007 (we use European Commission criteria's) and availability of data for at least 10 years. While our initial search revealed a higher number of firms, after excluding financial corporations and taking into account the limited availability of information regarding ownership structure for many of our companies we ended up with a sample of 497 distinct companies.
One of the most challenging aspects of our research was to reconstruct the ownership structure of each individual company during 2004-2013. Because of limited availability of information for each company in Orbis, we had to use collected data from different sources. These sources include: 1) Orbis database for direct ownership; 2) Annual reports where available; 3) Information published/included in local or global press; 4) Corporate web pages and web searches about company histories, family and personal relations.
Following the definition of Gugler et al. (2014) regarding shareholders and ownership structure we define the following categories of controlling shareholders: individual ind (if a single person controls at least 10% of the company and he is the largest shareholder), sate (state, regional of federal government or municipalities control at least 10 % of the company and he is the major shareholder), widely held wide (if none of the shareholders control more than 10%), foreign (if the company is controlled by a foreign individual or company), financial institutions (if the owner is a financial institution), and industrial company indus (if the company is owned by a local company and we cannot determine its ownership). In determining influence of ownership on performance and profitability we use return on assets (ROA) as a proxy because 428 companies from our sample are private while only 69 are listed. We use prof as return on assets (ROA) calculated by dividing earnings before interest and taxes (EBIT) to total assets in order to remove the bias of country specific fiscal policies. We employ additional firm control variables used in existing studies such as size the log value of total assets, lev leverage ratio between debt and total assets, growth as the firm annual growth rate of sales, net working capital nwc as the ratio between net working capital and total assets. All the firm specific data is from Orbis database. Because in the period analyzed some of the firms were listed or private, some had an initial public offering (IPO) while others were delisted, we encode addition dummy variables listed and delisted if the conditions are met for each year.
In addition to firm specific variables we add economic environment variables to control for external factors namely gdp as the annual GDP per capital growth (%), inflation inf annual GDP deflator (%). All the macroeconomic data is taken from World Development Indicators provided by The World Bank. Even though the aim of this paper doesn't focus on the recent crisis we cannot neglect it so we include a dummy variable crisis depicting the 2008-2011 economic and financial crisis. A full description of the variables used in the analysis it's depicted in Table no. 1. Table no . 2 Panel A presents the shares of individual control according to the six main categories we constructed: individual, state, widely owned, foreign, financial and industrial company. Out of the total 497 firms, 314 firms were controlled in at least one year by foreign investors making them the most relevant in our sample. Our results are somewhat different from Gugler et al. (2014) who finds that in CEE countries most of the listed companies are controlled by individuals. Our results suggest that most of the large companies in CEE countries are now owned/controlled by foreign investors. State and individual ownership are also important.
One of the reasons for the high number of foreign investors it's reveled by grouping all the firms using Fama-French SIC-12 categories in Panel B Table no. 2. The major part of our sample consists of the wholesale industry, mainly because most of our private companies are either wholesale foreign direct investments or subsidiary of large western European retail chains. State owned enterprises is another important ownership type in CEE controlling the extraction, utilities and other industry (especially transportation and construction). These three major types of industry are vital for any economy so the CEE companies, like in many other western economies are still controlled by the state due to their key role in the economy. Another particular industry is the finance industry according to SIC-12, but these companies are in fact state owned real estate management companies. The other industries in CEE countries are now owned and controlled by foreign investors. On a general note foreign investors remain predominant in most categories, which can explain the differences we observed previously.
Because none of our companies are owned by a financial institution (institutional investors) we will exclude the variable from our analysis. Assessing the structure of ownership for private and public firms from Panel C we find that most private and delisted companies are foreign owned, while public companies have similar ratios regarding the ownership type. Characteristics of firm specific and macroeconomic variables depicted in Table no . 3 reveal that in our sample private firms are more profitable, smaller, experience higher growth than public firms. With respect to public companies and delisted companies, we find public companies more profitable, larger and less leveraged.
Preliminary analysis
Our initial analysis is based upon the correlation matrix between our performance variable ROA and the ownership structure or firm characteristics. 
METHODOLOGY
In order to test if the ownership has any direct influence on the performance of large CEE companies we will use the following basic model (1) as follows: (1) where: and is the performance of the company i, from the country c, at the time t. We use ROA as a proxy for performance; -the firm specific intercept; -the ownership dummy indicator for the controlling shareholder type: ind. state, wide, foreign indus; -a dummy variable depicting the recent economic crisis; -one macroeconomic variables used in the analysis of the gdp and inf; -are firm specific control variables: size, lev, growth, nwc; -the standard error.
A full description of the variables used can be found in Table no. 1. The estimation of the regression coefficients in Stata 12 is done using Ordinary Least Square panel distribution testing if we need to use fixed-effects. Our assumption is that fixed-effects are required. Alternatively, we will use a simple pooled OLS model (no panel data) with all the ownership dummy variables included in the model as suggested by Wang and Shailer (2015) . In all the estimations, we will use robust standard errors clustered at firm level in order to prevent endogeneity concerns as recommended by Petersen (2009). Table no . 5 provides the estimation results for the least squares panel model and pooled OLS model employed in the analysis using the full sample of listed and unlisted. Our estimations indicate that overall, ownership structure can influence the performance achieved by listed and unlisted companies in CEE companies.
EMPIRICAL RESULTS
Even though ownership structure can influence performance, the results are not generic. We find that state and foreign ownership influences performance according to the panel data fixed-effects model. Meanwhile, individual ownership doesn't influence performance in the panel data model while in the pooled OLS model individual ownership matters. On a general note widely held ownership doesn't influence performance in either of our estimates. Note: First row is beta coefficient. Second row contains the robust standard errors clustered at firm level. *** denotes significant at 1%, ** at 5% and * at 10%.
Source: Authors estimates
The mismatching results we find between panel estimates and pooled OLS model might indicate an indirect U shaped relationship between individual owners and performance as hypothesized by Anderson and Reeb (2003) and observed by Kowalewski et al. (2010) in Poland. This leaves room for further analysis. Note: First row is beta coefficient. Second row contains the robust standard errors clustered at firm level. *** denotes significant at 1%, ** at 5% and * at 10%.
The negative effect of state ownership on company performance was expected, because the state doesn't ultimately seek end results, but rather other aspects such as employment, cost of goods, availability etc. Because many of our state owned companies operate as either utilities providers or in the construction or transportation industries the detrimental effect of state ownership on company performance was expected. Nevertheless, our results are in line with existing literature summarized by Estrin et al. (2009) or recent empirical results of Gugler et al. (2014) .
In the case of foreign ownership our estimates indicate a beneficial effect on performance. Even if our estimates might indicate that foreign ownership increases Table no . 6 is a further analysis of our initial estimates using only private companies. Our initial estimates remain robust and once again we notice that not all types of ownership are beneficial to company performance. We find that state and foreign ownership influence performance of private companies, while widely held ownership doesn't influence performance. In the case of individual ownership, the results from the panel model and the pooled OLS estimation indicate once again a potential indirect U shaped relationship between individual ownership and performance.
In the end, our results suggest that ownership can be used as a substitute for missing good governance institutions, in such a specific environment as CEE countries. Nevertheless, our results indicate that not all types of ownership are effective in improving company performance. We find that only foreign ownership seems to be beneficial while as expected state ownership is detrimental to company performance.
CONCLUSIONS
The aim of this paper was to determine if the ownership structure of large Central Eastern-European companies can influence the performance of the company via better monitoring and control of managers done by individual blockholders.
We used a sample of 497 large CEE private and public companies, analyzed over the period [2004] [2005] [2006] [2007] [2008] [2009] [2010] [2011] [2012] [2013] . Firm performance was measured via return on assets (ROA) determined as the ratio between earnings before interest and taxes (EBIT) divided by the total assets of the company, in order to remove country bias caused by country specific fiscal policies. Employing an OLS panel data with fixed-effects (strongly balanced) we have found that not all types of controlling blockholders influence performance in large CEE companies.
We have found that state and foreign ownership can influence performance, while individual and widely held ownership doesn't influence performance. There is an initial hint of indirect U relationship between individual investors and performance but it requires further investigations. Our estimates indicate that state ownership is detrimental to company performance while foreign ownership can increase performance in large CEE companies. On average the performance of state controlled companies decreases with 2.708 while the performance of foreign controlled firms increases with 1.624 over the average performance in CEE companies. This suggests that ownership can be used as a substitute for missing good governance institutions, in such a specific environment as CEE countries. Nevertheless, our results are in line with previous studies like Estrin et al. (2009 ) or Gugler et al. (2014 .
Our study does have some limits. One limit is determined by the relative small sample size and its bias to foreign ownership and wholesale industry. Another key consideration is limited availability of data regarding ownership structure for private companies which made it impossible to determine shareholders controlling wedge in each company as recommended by La Porta et al. (1999) or Villalonga and Amit (2009) . This leaves room for further research. Also, incorporating some additional institutional variables such as the World Government Indicators or Doing Business indicators from World Bank might sheer more inner-workings concerning the relationship between ownership and company performance.
